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Impacts

Reduced Service Quality

Reduced Ability to Provide Service to all
Customers

No Incentive To Invest in Networks
Eliminated Jobs

Slower Deployment of New Services
Increased Cost of Capital |
Weakened Equipment Suppliers

24




Next Steps

e Current regulatory regime regarding UNE-P
and pricing is unsustainable

e Turmoil in industry calls for quick and decisive
action

e As long as we have carrier of last resort
obligations, prices must be set to recover our
costs

i -

e There are many ways to solve this problem, but
time is extremely short. Whatever direction
the FCC moves, it must be effective in a very
short period of time




200z 3snbny

-JN[N UO S10day JsAjeuy Ao




9V san Jo dnoib ssaursng e st Sinquem san u8inas PUB ¥OIND XBINW Si4; S3B. e 544 BiRGwo0g
AQ pa31AIaS 10 PADIAGL SWAISAS ALIED-DIg) JIAO JIQBIIBAR 38 $ionpud uaueasa, ne 'QamyIeasa W0 BiNGIEMSQN MMM 3)IS Qam Bunquem, sgn 3w o) wonpeE |
[FIaY f

810U JO PU? 1€ SAINSO(ISIP PUR PauonUsW Saediuo)

- o RUONEWIANUL [655-[86-¢ [6 10
$°1 241 W OgrQ-€99-00R St UOIRLLIOIUL UI-[eIT "WRE(:1[ 18, 0 150Ny o sfag 2y
10) SIIWOU0I -\ ] O SISATUE INO SSAISIP O) [[E2 2JUAIAJUO) B FUIPJOY 3q [[Id 344

UONBLIOJU] jEUOIIPPY

1[0|1!lﬂdu103 PosTq -N. 1 JC 1040 AY) 1I2[J21 01 S[apoWl Ine o1 sa3urya
SARIOAI0IUI 135 IT) PIamoy SIY ] SISITUT WO[J (ST PAUNOISIP INO UO PISEq S (9§
Aaud) amys 1ad Oyg jo 123 201d wau nQ gr§ OL LIDAYL DN HIMO0T

uoRen(ep

1eas 2 o) suonexadya yiwod § taang ay 1y 01 iuedwos

104 IADIP A ({41 ITY) PUR STUIITd GO0 S )gS uo 1ondgn e oygudis

L arey (0w -AINCYJO Yenoud agn e aindionun 24 SIss[eur §-3%) MO uo paseq
ing wouy plof] o1 DFS o samys Jupriduwop 2e 2 'dTOH OL 3AVEONMOd

uonay

(7 uSrew

WO[ LW J21UNOD O PITY 208 4-11\] JO S10a1a V(T L1 241 Se 1350 [ened e {[uo st
aumroddo axueisip uop ag . puT Auo[r 1amnb paigs sy ur 4-35) 01 [\ 250] {[iw
Auredwos ayy Arumsa ow se fptdel wold o1 parradxa st ssop aun] g "uoidars Dgs

w v L1 Anrdau Junnposd sut] 2esaqoyw 2RIAR A AL pA1xadxs ey
as10m s1150] aui] 1ad satwounda ([ punoj pue asnxadsiad [2g e WOl SITUI0U0IR
paseq 4-IN.) Jo sisifeue ue paapdwos avey 3y "AALS 4-INI AITIVLIA

Arewuing
d-INM WwoJy sieay
sAlladwon uo paseg Ang wouy pioH 01 Butpesbumoq :08S

2nduis woy @feys ajpuoruodosd FDNIDUH JOU G0 SaNUaASY
SBIBLNSH SMSUBSUOD BT ISk DUE 277 Binaes SEN 30InoS

o3 Msqn g addoy Laaoi
951N

1sAjeuy aje1205sy Jaddoy pagqoy
WOI MSAN B1AJ) BAIEG
vemeEiLglet

1SAJRUY 2lRI208SY 1AdT BAJRG
WG MSGN P wnedly 'JUG£

P ELLZIT LY

Y43 MIInpoy uyer

sans
VORI 22 UBY) 300W uuM L3DA0N SSBINM 3 1) 530.8-DU03aS Juj S (3500 SBY JES) WINOSKAS Jum Auniuaa wiol Op 09 SU SEMRIM
janduln [EAGIC IWRS IEDOL § [ 15808 pUodRs U} © GG SunSIand PUB BuISIIAMDE AI002HP SE 1am B S3owas Buifessaw
pUR 53800 Busiul Paads-ubly SUGIEMUNLANG EIED DU SSaN3im NS 3UIBIM SouRisD Bua due B3O sapiagid—anbuin
pUE ING 130 PoRAGN LODES[ 1G5 13§ MOU4 YOSMAWY 195 JAISBMUINOS—SOIEN TH yENONI SUONEIUNLWOD SES

aN PRI FETYH B

*oE Avy YD NG

%9680 18 PlatAA101inY

BOETHS SZCERS 806 5+ ‘(W) sAay €098 {wewniop Gay

X% el LA IR 4! Ad w0y ‘sBpy 18Ul

1oAY X 5628 'sueg 24 4,001 19014

SEZS [Tard ] [Far4 SETS jeay LS2Ee (Ww)no ‘us

90 790 ot 126568 (WW)ges DIN

850 850 ot %0y 1 )0d winlay

vi3s 190 oz 00'0es 1abie} adug

Y1508 1508 ot £g-LvS sbuey ym-28

Vi 3£002 g 2002 vLO02 @573 v g
(Jaqwagaq spus Jeak |Basy) aeys Jad sbuluiel Ausueng sausuers Aay

PIOH

sales panun 3UIIIA--SUOIJEIIUNWILIOIBBL

og'ze'2i0ES) *OU| ‘SuOlediunwiwo) Hgs

2002 ‘0z 1snbny

Aanqey) S9N %

Udoiessay
Aunbg
1BQo|D



SBC Cominunications, Inc, August 20 2002

SBC - In the UNE-P Wheelhouse

SBC has lost more retail lines 10 UNE-P than any other Bell at 3,45 mil]iqn. mcludipg 692.000 in the second quarter alone
The 692.000 UNE-P lines equate 1o 1.27% of SBC's 34.8 million total retail access lines at the end of the tirst guarter \\‘hlla:
the 1mbedded base equates 10 3.9% of the compan s toral smxc_hcd ]11_'!('.": tincludme wholesale), In the second Quartsr. SBC
added 494.000 residential UNE-P lines. representing more than 51% of the loss 1n the retail residenual hine base Second line
losses accounted for another 265 of reiail residential line losses while management suggesied seasonality conutbuted the bulk

of the remamnder

Table 1: Access Lines Statistics for SBC (000s)

1Q01 2001 3001 400 1002 2002
Total access lines £ 254 6o 5TE B0 230 R 56 03¢ 58233
% growth 2 ge AT, &0 4 Te, -5 0%, 47
Net Adds 16 576 .548 698 498 78
UNE-P <37 1 760 2156 2403 27 3453
Net Adds 361 387 338 244 358 692
% of total fines 22% 295 3 6% 40% 47, 59%
Retaif residential lines 35878 35 255 34 646 34 518 34124 33 768
% growth Z 6% 3 7% -3 B -4 3 -4 9% -5 8%
Net Adds 200 £23 0% 428 38c 951
Residential UNE-P i a o o 162 §5¢
Net Adds € 24 5 3 7 454
°c 0f res {ines jost S30% et 1 6% CE% 7 0e -

Source UBS Warpurg « T estimares

We believe SBC has the most attractive region for UNE-P providers. The average monthly bill for local service is among
the highest wiule 1ts UNE-P rates are the lowest. making 1t velauively easy for competitors to earn decent margins. This is
especaily true in the Ameritech region. Amenitech and California also have a Jarge number of dense urban areas with very low

loop rates that provide ample feeding ground for resellers.

Based on our analysis. SBC also takes the hardest hit for each retail line Yost to UNE-P competitors. We estimate that the
company loses approximatehy 519.76 i net revenue per line per month tor cach ietanl fine lust 10 compentors: This compares
w $17.89 toy Verizon. $18.29 for BellSouth and $34.73 for Qwest. In the Amernech region. where the company 1s under tuli-
scale attack. the company loses approximately $21.73 per hine per month 1 net revenue The EBITDA impact is also most
severe at SBC. We believe the company generates over $13.53 in EBITDA per retanl residenual hoe per month but foses
roughly $3.51 1n EBITDA per month on lines converted to wholesale via UNE-P SBC 1 the only Bel) 10 generate more than
51 U0 of negative EBITDA per month on its wholesale line base Thus the negative EBITDA swing from retail 1o wholesale 1s
more than $17.00 pes Line per month. also the largest for the Bells with the other three m the -$12 1o -$16 range In the
Amerttech region. this figure is approximatehy -$19 00 pd¥ linc.

Linc losses to UNE-P have shifted from the business 10 the residential market. In the second quarter. UNE-P took 494,000
residential lines and just 117.000 business hines. down from 393.000 business lines 1n the first quarter Michigan was hit
hardest with 184.000 Lines converted from retail to wholesale in the state duning the second guarter. AT& T, which began
marketing in January 2002. claims to have garnered 6% residential market share in Michigan siv months. Texas has
seen the largest 1otal fine loss 1o date from UNE-P with over 1.57 million wholesale hines (hath UNE-P and TSR in the state.
Wholesale net adds have slowed dramatically in Texas. however. as AT&T has pulled back on 1ts markeung efforts due to
relamvely low discounts available. i

2 25 Wamurg LiC
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S8C Communications, inc. August 20. 2002

W e expect line loss to continue to ramp up in SBC territory in the second half of 2002 and believe the company will tose
approximately 1 million retail lines 10 UNE-P in the third quarter. We believe that roughly half of the hne loss i the
second quarter occurred in the month of June. Considering the steep growth within the second quarter and AT&T s entryanto
the Ohio and Illinois markets in mid-June and the California market in early August. our numbers could prove consenvanne
With another 1.2 million UNE-P line projected for the fourth quarter. we now expect residential line joss of 9.1 and 126 m
the third and fourth quarter. respectively. This also suggests that by vear end. 10% of total switched access lines will be UNE-
P. Again. we note that our analysis suégcsts thai wholesale lines generate negame EBITDA on 3 weighted average basis In
2003. we expect the company 1o lose 3 41 million lines. up from 3.25 million for all of 2002,

Much depends on the company's ability to secure long distance approval in California in the near term. which should
dampen {but by no means eliminate) line loss while helping to offset much of the revenue loss. similar 1o the results in 271-
approved Southwestern Bell states. The Adminiswranve Law Judge tALJ) in California has approved the company’s
application and the full public utility commission to is expected to vote on Sepiember 19, a short delay from the recently
proposed date of August 22™. A positive outcome for the Bell could enable SBC 1o begin marketing interLATA services 1n
California in late December. Ameritech is a different story however. as we do not expect the company 1o receive approval for

long distance in these states unul the second half of 2003.

Estimates and valuation

Based on changes to our model resulting from this analvsis. we are reducing our 2003 EPS estimate 10 $2.23 from our previous
estimate of $2.36. while maintaining our 2002 EPS esumate at 82.3]. This wanslates to a 2.3% deciine in EPS in 2003 versus’
our previous estimate for 2.1% growth. It compares unfavorably with the 1 8% EPS dechine we continue to expect for 2002
We now expecl total proportonate revenues o decline by 1.3% n 2003 following the 3.9% decline in 2002. Our previous
estimate was suggesting a 1.1% growth in revenues. We now expect EBITDA to decline by 1.9% versus our previous

assumpuon for a 0.5% growth in 2003.

SBC 1s currently trading at roughly 13.3x our new-estimates for 2003 Given that we do not expect the company 10 generae
enough growth to reach its 2001 EPS of $2.35 uniil 2006. we believe 11 will be difficult for the company to outperform the
market at these levels. In calculatng ow new [2-month price 1arget of S30 per share. we conducted a discounted cash flow
analvsis. emploving a 7% discount rate. a terminal value that assumes 2.5 perpetuity growth and a 20% private market

discount.

Tabie 2: Changes to SBC Estimates (SMM)

2002 2003 o growth
Old New Schange % Change Qld New Schange * Change O New
Wirgine Sevenue 38768 3BEC" -167 -G 38884 3T éB: Canz 6% 0.3% 29
Tota Revenue 52572 52205 167 -0.3% 52937 21333 A Yol 2 6% e T ¥
IBT0A 20377 21357 -20 01 21 &TE 20 65 5 Za%e 0.5 18%;
het income 7728 7715 13 R BT TdEZ Lt 4F TR 335
=PS sz3 0 823 {30.00: -0.2% 05 s 8¢ L5 2% -2 3%
Source VS Warbure L1C esimaies
L4
Statement of Risk

Risks include management's ability to execute. potenuial adverse changes in regulation. changes m technologs. the effects of a
weak economy. increasing competition and a large degree of operating leserage

3 UBS Warburg LLC
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SBC Communications, Inc.  Augus: 20 2002

Global rating definitions and allocation

%, of companies under e for which 1B services
coverage with this rating have been provigec

Rating Definition

Strong Buy Greater than 20, excess return potental: high oegree of configence 12% 3%

Buy Positive excess return potential 3% 38

Hold Low excess return potential: low degree of confidence 44°; 28

Reduce  Negative excess retum potental 4% 2%

Seli Greater than 20% negative excess return potential: high degree of 1%, 1%,
confidence

ExCess relum: Talge!l price , cLment price — 1 - gross dividend yigid — 12-montn imterest rate. The 12- month interest rate usea s that of the

company s country of Incorporation, In the same currency as the predicied return, _ _
*Investment banking services include. but are rot restricted to. acting as manager/co-manager in the underwnting or placement of secunties
(within the past three years). acting as financial advisor, and‘or providing corporate finance o capital-markets-related services t0 a company

or one of its affikates or subsidianes (within the past 12 months).
Source: UBS AG. its subsidianes and affiliates; as of 30 June 2002.
2 UBS AG, ifs affiiates or subsidiaries has acted as manager/co-manager in the underwriting or placement of secunties of this company o

one of its affiliates within the past inree years. - . ‘
37. Within the past 12 months, UBS AG. s affiiiates or subsidiaries has received compensation for investment banking services from this

company.
80, SBSYAG, its affiliates or subsidiaries expect tc receive or inteng to seek compensation for investmen: banking services from this

company within the next three months.

Unlass otherwise Indicated. please refer 1o the Valuation and Risk sections contained within the body of this report. .
For a complete set of disciosure statements assogiated with the companies discussed in this report. including infermatien on valuation and
nsk. piease contact UBS Warburg LLC. 1285 Avenue of Americas. New York. New York. 10019, Attention: Publishing Administration.

UBS Warburg LLC, 1285 Avenue of the Americas, New York, NY 10019 Phone; +1-212-713-2000

Trus malenal has peen prepared by UBS AG ot an atlilete thereal 1'UBS | acting Ihrougn s busmess group UBS Warburg M has ne regard to 1he Speciic investment obyectives hnancial siluation of pamcular
neaqs of am spRctic ACIent NG TDMSeNAIon of warray @ithe! gxpness Of IMPIEC & DIOVIIET (N TAHANON 10 thé BCCUIAT COMDKMANESS 07 meiabiity Of the IN1OIMANCR Confained NeIein This rapet s pubhshed
SOl 107 INTOTMalional puoses and s oM {0 bé construed as a sokcrtation or ar gHer 10 byv or Seil any SECUNiES O° MHATEG finansia: s uments Corons aabressed hersin are subied! 16 change withoul notice and
Ma, dler or Dé Contraty 16 OPINIONS @XDIEssed Dy Cher business areas or oroups of UBS as a resull o ysing dierent assumphions and cmena UBS 15 under no obigatior 1¢ waale of Keep the miormalion current
The sacunties cescribeq nereit May NO! b engibve Tor e 10 &l Junsdictions o 10 cenair calegones of nvestors UBS and of s direciors oMcers ang emplovees of chenty mav take postions in, and may mane
DUTENAGES and:or sawes as PANCIDAI O agent or UBS may a1 as markei-maker in the secunties of reisfed fnancial INsiruments discussed hecein  UBS may Drovide nvesiment panking ang other senices o and'of
SeMVe A5 CItectan of the companes referred 10 n This feport UBS 1 related enlines Qirecton empiovass and adenls accept no habifty 107 any Ioss of damage Of any Kind ARsing ol 6' the use of this report. Linied
Kingcom ang rest ol Europe. Except as olherwise spectied heremn fvis matena 5 communicaled by UBS Warburg Lid a subsigaty of UBS AG 1 persons wno are market COUNIErparties of intermedidle cusIomern
185 ogtiied in the FSA Ruies) and s only availabie 10 such persors  The intormation coniainad hermn doss ot apoly 1o and should not De reled wpon by. prvite customers This report 55 beng desinbuled
Swizeriand bv UBS AG to nstnutional nvestors onby  This report 1s being asinbuted 1o US persons by evher LBS Warburg LLC or UBS Pamewebber inc subsidianes of UBS AG or by & group, subsahary of athkate
of UBS AG. that i5 not regisiared a5 a US broker-aeaier (3 nor-US affuate’). to mapr US instiuhonal imwvestors oty UBS Warburg LLC or URS FaneWenoe: inc accepts responsbiiny tor m content of a report
tfepared by andther n.on-us aftiiate when drstnbuted 1o US persons by UBS Warbwg LLC or UBS PaneWebber Inc. This repont s being disinbuted by UBS Buniing Warbweg inc. a subsidiary of UBS AG and
frember o* the prncipai Canadian stock exchanges & CIPF. This report s beng distrbuted i Hong Kong by UBS Warburg fAsa} Limvied This report 15 being distrbuied in Singapore by UBS Warburg Pta. Lid Ths
report s baing dstroules m Avstrala by UBS Warpurg Austrahia L1d and UBS Warburg Austraiia Equitves Ltd oensed sacuftes cears Addmonal information will be made Available upon request

© 2002 UBS AG Al ngnts reserved This report may not be reprocuced o! distribuled in any manner wyitnout the permission of UBS
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UNE-P Economics: Downgrading the Bells

A ok« i Sr—— @ — |

¢ Downgrading BellSouth , SBC and Verizon to Hold from Buy
— Analysis of UNE-P economics suggests pressure on profitability for the Bells

—  We now expect earnings to decline 1.8% vs. prev. expectation for 2.6% growth
(Street estimates are for 2-5% growth ).

— We expect long-term FCF growth of 2-3% vs prev. expectation for 3-4% growth
.
I

¢ Lowering Price Targets _
— New price targets based on our reduced FCF estimates in our DCF analyses:
- BellSouth: $26 (previously $28),
~  SBC: $30 (previously $36),
- Verizon: $34 (previously $50)
~ We Expect Market Performance Over the Next 12 Months

— Attractive dividend yields should limit downside

John Hodulik, CFA

YC A\ Vs .
%ﬁ’ UBS Warburg (212) 7134226, john.hodulik@ubsw com
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UNE-P Economics : Changes to listimales

Wireling Revenue
Total Revenue
EBITDA

Net Income

EPS

Wireline Revenue
Total Revenue
EBITDA

Net Income

EPS

Wireline Ravenue
Total Revenue
EBATDA

Net income
EPS

BeliSouth
2002 2003 % growth
Old New $change % Change Old New $change % Change Ol New
18421 18,312 -109 -0.6% 18,73t 17,893 -738 -39% 1.7% -17%
29008 28,900 -109 -04% 29582 28842 -740 -25% 20% -02%
12837 12,784 -5 -0.4% 13120 12,761 -359 -2 1% 22% 02%
4035 3.924 - 27% 4217 1836 -380 -90% 45% 2 2%
$214  $208  (3005) 2% $218 {8202}  ($0.16) -7 3% D Tiew T 3 7%
~_SBC
2002 2003 ‘% growth
Oid New $change % Change Oud New $change % Change Oid New
18768  18.601 -167 0 4% 36,884 37482 -1.402 -36% 03% -29%
h2.372 52205 -167 0 3% 52937 51535 -1.402 -2 6% 11% 13%
21377 21357 -20 0 1% 21479 20,958 521 24% 05% -19%
7728 7715 -13 2% 7811 _77,45‘2 -349 -4 5% 1% 33%
$231  $23  (3000) 0 2% $236 ¢ $2 %5 (8011 A 5% ["'é’.w;, 2%
Verizon
2002 2003 % growth
Old New $change % Change Gid New  §change % Change Oid New
40912 40897 -5 0.0% 396895 39136 519 -13% 31% -4 3%
66.737 66.722 -15 00% 67,092 66,575 518 -0 8% 05% 02%
29049 28772 =277 1 0% 28836 28160 -676 2 Y% 07 2 1%
B33z 8150 -182 22% 8587 8130 -457 -5 3% 3% 0 2%
$305  $298  ($007) 2 2% $312 £ $29) (30 16) 51% VL 07%

ox6 LIS Warhure
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UNE-P Economics: Glossary

¢ Unbundied Network Elements (UNE)

— The individual parts of the loca!l telephone network {7 elements including:'ibcal
loop, switches, transport and OSS) that ILECs are required to “unbundle” and
lease out to CLECs. Competitors can lease out one or all of the available UNEs to

prpvide service. L

¢ Unbundiled Network Element-Platform (UNE-P)

— Use of ALL the UNEs to provide service, requiring minimal capital outlays or asset
deployment.

% Retail Lines

— Access lines sold directly to the end user from the ILEC.

2 Wholesale Lines

— Access lines sold to competitors (AT&T and MCI), which resell the lines to end
users.

YC AN, s . John Hodulik, CFA
%% UIBS Warburg (212) 713-4226, john hodulik@ubsw com
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UNE-P Economics: What’s the Big Deal?

b AN < M i . Ao i

¢ UNE-P Competition Has Intensified in Recent Months...
MCl's Neighborhood Plan (commenced in April '02; exited 2Q with 800K lines)

AT&T (recently entered 3 SBC states [24M residentia! lines]; plans to enter NJ
{4.5M residential lines] in Sept 2002)
— Other operators

.

Sprint is considering this strategy; others include Z-Tel, Talk America, and
SupraTelecom (which added 120K UNE-P lines in FL in 2Q02)

¢ Due to More Favorable Economics of UNE-P for Competitors

— Public Utility Commissions continue to set lower rates

Recent reductions in California, New York, New Jersey, Pennsylvania

¢ Second Quarter Results Revealed the Bells’ Exposure
— Over 1.1 million retail tines converted to wholesale through UNE-P in 2Q

SBC: 692K added vs. 358K in 1Q02; '

BellSouth: 278K added, vs 239K in 1Q02;

Verizon: 110K added vs. 64K in 1Q02

Y VY - John Hodulik, CFA
‘;l)% UBS Warburg (212) 713-4226, john hodulik@ubsw.com
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UNE-P Economics: Summary Findings

¢ Economics of UNE-P are Worse than We Originally Expected

— UNE-P lines generate negative EBITDA in 18 states for the Bells (60% of
US residential lines)

— SBC's Ameritech region is the most attractive for UNE-P competitors

¢ UNE-P Line Growth Will Be Greater than the Market Expects

‘ 1
— UNE-P lines can be profitable in 33 states, suggesting further entry (82%
of US residential access lines)

- AT&T presents the most significant threat.
- Its 40% share of the consumer LD market presents an immediate target
- AT&T sees opportunities in 14-17 states, but announced entry in 8 states.

— The Bells exited 2Q02 with 7.5M UNE-P lines (5% penetration).

2000a 2001a 2002e 2003e 2004e 2005e
UNE-P Lines 2,923 5,652 11,152 18,146 22,367 25136
UNE-P Penetration 1.7% 3.4% 1.2% 12.2% 15.2% 17.3%

N P vy John Hodulik, CFA
o6 UBS Warburg (212) 713-4226, john hodulik@ubsw com
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UNE-P Economics: Summary Findings

¢+ Long Distance Opportunity is Only a Partial Offset

— Bells only need to add 1.3 long distance customers for each UNE-P line added to
breakeven at revenue line

— However, the Bells need to add 5.4 long distance customers for each UNE-P line
added to breakeven at EBITDA line

— UNE-P IS AN EBITDA STORY, NOT A REVENUE STORY

2002e 2003e 2004e 2005¢
LD subs 19.905 34524 41 460 45223
UNE-P subs 11,152 18,146 22,367 25136
LD subs / UNE-P subs 1.8 19 19 18

¢ We Do Not Expect Near-Term Regulatory Relief

QA “r John Hodulik, CFA
&% UBS Warbury (212) 713-4226, john hodulik@ubsw.com
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UNE-P Economics: Summary Findings

¢+ Anticipate that EPS Will Decline in 2003 for the Belis
— EPS highly sensitive to growth in UNE-P

Revenue lost EBITDA lost EPS Impact assuming locat line logs of Free Cash flow Impact

per line / mo per line { mo 1M M M 5M M M M M
S8C $19.76 $17 04 $004 $008 $012 $0 20 $137  §274 4N $685
Ve & 83 1526 004 009 013 022 123 245 KL%} 614
BLS 1829 1565 006 013 019 032 126 252 377 629
Q 1473 1198 005 0.09 014 (24 96 193 289 481

—- We estimate that 8M lines lost translates into $1B OpFCF loss

4 Summary

i3 Poor Economics of UNE-P + Higher UNE-P Line Loss
f = Lower Profit and EPS for the Bells

1C AL - John Hodulik, CFA
36 UBS Wa burg (212) 713-4226, john hodulik@ubsw.com
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UNI-P Economics: Calculating the Impact

1) Calculate Revenue Impact Per Line Lost

2) Estimate Average Retai/ COGS and SG8&A per Line Based on
Existing Wireline EBITDA Margins
e

3) Calculate Wholesale EBITDA Contribution

4) Estimate Future Line Loss in Each State

&3 LIBS Warhure John Hodulik, ChA

(212) 713-4226, john.hodulik@ubsw . com "



UNIE-P Feconomices: Caleulating the hmpact

1) Calculated Revenue Impact Per Line Lost

Local service revenue = + Basic local '
+ Vertical Features
+ Access/IntraLATA toll Retail Revenue
’ +8LC |

+LNP, 911 and other surcharges
UNE-P revenue = +Loop

+L.ocal switching {fixed & variable)

Wholesale R
+Tandem switching | ale Revenue

+Transport

Difference = Total revenue lost

Source: UBS Warburg LLC and company reports

o3 LIBS Warbure John Hodulik, CFA

(212) 713-4226, john hodulik@ubsw.com .
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UNE-P Economics: Revenue Impacl - SBO
Plus. Plus: Plus: Plus Total Less. = Todal
Basic Local Service sic Vertical serv.  AccessAntral ATA totl USF Retail Revenue UNE-P Revenue Los!
fimors 1250 449 900 500 037 31 36 897 nu
Indiana 1250 549 9.00 h 00 D47 32 8} 17.07 1534
Michigan 200 bR 8.00 500 0.43 4074 1274 2zm
Ohio 1425 535 900 500 042 02 1441 1961
‘Wisconsin 1995 503 400 5.00 023 ¥ 19.68 19 53
Cahlormia 1087 440 900 500 0.44 981 1168 1813
Connechout 1254 569 900 45.00 Q.62 3285 2081 1204
Nevada 7% 576 800 500 054 30 5% 77 938
Askansas 3195 520 9.00 500 048 5163 1657 1506
Kansas 14 45 520 9.00 500 048 M1 15.39 1M
Missoun ] 16 90 520 900 500 048 36 58 1937 nmwn
Oklahoma 12 78 570 900 500 048 3t 9% 18.45 1351
lexas 1995 520 900 500 048 3063 1791 2112
Average/Tolal 14.88 4.9 .00 5.00 0.44 25 14.50, 19.76
Avg. Ameritech 15.63 5.09 9.00 5.00 0.39 B3 13.40 N3
Loop Lecal Switching Yandem swilching  Shared transport N\
Urban Suburban Rural per port per MOU per MOU per MOU Avg. UNE-P

Mo W 1o 140 501 unlmited 00002 7 0008 847
indiana 03 815 899 534 00031 0.:0003 onoo? 1707
i higan A7 87 1754 253 a2 09011 00004 17 14
Ohg 507 197 957 453 40032 0.0007 A mn
Wisnonsin 10 90 1090 10 90 498 00035 00007 N1 1968
Cahlotma a8l 1127 196] nAR3 0.0008 0000 00043 HER
Connecheul 95 1203 1969 an 00072 Q0020 na 2081
Nevada 17s 726A 66 31 163 oonig DOMR o073 FARTS
Akansas 11 86 13164 2334 161 00018 ooy 0 o0 16 57
Kansas 1186 1364 2134 161 00018 00008 004 1514
Missaun 1271 nn 33729 20n 00021 N 0008 00004 193/
Nkiahoma 1714 1345 2625 232 00029 00010 na 044
Teras £ 14 1365 698 290 0001 0 0008 0O E 1791
hverage B85 1132 18.01 2.7} 0.0018 0.0006 0.0008 14.50
Avg. Ameritech 6.37 [ ¥l 10.79 4.39 0.9019 0.0006 0.0005 1340 |

a3 UBS Warbury
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